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QUESTION 1 


Annalise runs a small law firm in Armidale, NSW. She comes to you for assistance in 
completing her income tax return for the 2016-17 financial year. She provides you with the 
following information: 


1. One of Annalise’s client’s, Maria, gave Annalise a gold watch valued at $3,000 as a 
Christmas present in December 2016. Annalise won Maria a particularly large sum ina 
personal injury case in August that year. Annalise and Maria had grown to become 
close friends over the course of the trial and Maria saw it as a way to thank Annalise for 
her great work; 


2. In 2015, Annalise won a major murder trial. In January 2017, she provided an interview 
to a writer. Annalise was paid $500,000 for the exclusive rights to her story. She also 
received $2,000 from book sales during the year; 


3. Annalise relocated the office of her law firm in February 2017. The previous office at 1 
Middleton Lane was sold for $1.5 million. Annalise had purchased the office premises 
for $800,000 in November 2001. Advertising and valuation fees came to $5,000; 


4. During the relocation, the removalist damaged a painting by the famous artist 
Rembrandt. Annalise had acquired the painting in May 2004 for $90,000. The 
insurance fees on the painting totalled $10,000 during the period of ownership. 
Annalise received $65,000 from her insurance company in March 2017 to cover the 
damage; and 

5. Legal billings received for the year totalled $850,000. An additional $35,000 worth of 


work was completed in June 2017, which Annalise invoiced, but payment was still 
outstanding as at 30 June 2017. 


With reference to legal authority, advise Annalise on the taxation consequences of the 
above transactions for the 2016-17 financial year. Ignore the Goods and Services Tax 
implications. 


QUESTION 2 


Wes runs a small bookkeeping firm in Armidale, NSW. He comes to you for assistance in 
completing his 2016-17 income tax return. Wes is registered for Goods and Services Tax 
(GST). He provides you with the following information: 


1. Wes had a tax loss of $8,000 in the 2015-16 income year; 


2. Wes purchased a new laptop for $3,300 (including GST) on 1 July 2016. He estimates 
that he uses it 50% for work purposes and 50% for private purposes, and that it will last 
him three years; 

3. On 1 June 2016, Wes purchased a new car that is used exclusively by himself and his 
employee Frank, to visit clients. The car is valued at $66,000 (including GST). Wes 
expects the car to last 10 years. Wes and Frank drove a total of 15,000 km during the 
year; 

4. In October 2016, Wes paid $550 (including GST) for his employee Frank, to attend 
training in MYOB software. This training is essential to Frank’s ongoing employment at 
the bookkeeping firm; 

5. Wes often takes prospective clients out for drinks. He incurred a total of $3,850 
(including GST) throughout the year; and 


6. Wes earned $3,000 of exempt income during the year. 


With reference to legal authority, advise Wes on the taxation consequences of these 
transactions for the 2016-17 financial year. Ignore any Fringe Benefit Tax implications. 
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QUESTION 3 


Connor and Michaela run a law practice as a partnership. They share losses and profits 
equally. They come to you for assistance in completing their 2016-17 income tax returns. 
They tell you that the partnership made a profit of $100,000 for the year. They then provide 
you with the following additional information: 


1. Under the partnership agreement, Michaela is entitled to a salary of $150,000 per year, 
due to her expertise as a senior lawyer; 


2. The partnership held shares in ABC Pty Ltd as a way to invest dormant capital. The 
partnership acquired 1,000 shares at $0.50 each in June 2013. They disposed of all of 
the shares in November 2016 for $4.00 per share (there were no brokerage costs); 


3. Before they disposed of the shares, the partnership received a dividend of $7 per 
share, fully franked. ABC Pty Ltd is Not a small business entity; and 


4. The partnership paid Connor $10,000 interest on the capital he contributed to the 
partnership, as per the terms of the partnership agreement. 


With reference to legal authority, advise Connor and Michaela on the taxation issues 
relevant to the partnership, and then calculate the partnership distributions. 


QUESTION 4 
Asher is the trustee of a discretionary trust, the Millstone Family Trust. It has the following 
beneficiaries: 
e Bonnie, a 21 year old income beneficiary, resident in Australia; 
e Nate, an 18 year old income beneficiary, resident in the United States of America; and 
e Frank, a 9 year old income beneficiary, resident in Australia. 
In the 2016-17 financial year the Millstone Family Trust received interest income of $6,000. 


The trust also disposed of shares resulting in a capital gain of $500. The shares had been 
held by the trust for more than 12 months. 


At 30 June 2017, Asher determined that the beneficiaries were entitled to the trust’s income 
on the following basis: 

e Bonnie 45%; 

e Frank 45%; and 

e Nate 10%. 


The capital gain remained in the trust (i.e. it was not distributed to the beneficiaries). 


With reference to legal authority, advise on the taxation consequences of the above 
distributions. 
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QUESTION 5 


Laurel is a recent accounting graduate of UNE. She was looking to set up an accounting firm 
in Armidale, NSW. She advises you of the following: 


In July 2016, Laurel saw a financial adviser to prepare a budget for her in relation to the 
costs of setting up a new business. She paid the adviser $495; 


In August 2016, Laurel registered the business name ‘Laurel’s Ledger’ because she 
was worried someone else might take it; 


Laurel realised that she didn’t have the right skills to manage a business on her own. In 
September 2016 Laurel undertook a short TAFE course on Business Management. It 
cost $1,500; 


In January 2017, Laurel signed a 12 month lease for office premises in the city centre 
of Armidale, for $3,000 per month; 
In February 2017, Laurel furnished the office at a cost of $12,000; and 


In March 2017, before Laurel is able to start trading, her fiancé secures a fantastic 
opportunity in London. They move overseas together. Laurel sells the office furniture at 
cost, but is unable to get out of her lease. 


With reference to legal authority, advise Laurel on the taxation implications of the 
above transactions. Ignore the Goods and Services Tax implications. 
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